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ABSTRACT 
The development of small and medium-sized enterprises (SMEs) 
in Malaysia has been emphasized in the country's jive-year 
development plans. Since the First Malaysia Plan (1966 to 
1970), various policies, development plans and programmes have 
been introduced to help sustain the development as well as the 
growth of SMEs in the national economy. The literature review 
however indicates that the development of SMEs as featured in 
the ten Malaysia Plans has not received much attention. This 
paper attempts to provide some insights into the development of 
SMEs in the First Malaysia Plan (1966 to 1970) through the Tenth 
Malaysia Plan (2011-2015). 
INTRODUCTION 
A large portion of the business community in Malaysia is 
represented by small and medium-sized enterprises. Small and 
medium-sized enterprises make up more than 90% of the total 
number of businesses in the country. Together with the large 
companies, SMEs collectively play a significant role in developing 
the national economy. Like the large companies, SNlEs make 
various important economic contributions to the Malaysian 
economy. Presently, it has been reported that SMEs generate 
about 35% of the gross domestic product (GDP), contribute about 
20% of nqtion's total export and account for about 57% of total 
employment in the country. 
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In addition to their contributions to the country's GDP, total export 
and total employment, SMEs are also known to prodide important 
economic advantages in the other areas. Among these are regional 
income generation, savings, training, stimulation of competition, 
sourcing to large firms, innovation, new business ventures and 
potential to become big companies (Hashim, 2010). 
The Malaysian government has repeatedly confirmed its 
conviction that SMEs are essential to the nation's well being. 
Since the early 1960s, the government has been allocating huge 
amounts of money (RM6.9 billion in 2010) to sustain their 
development as well as growth through the formulation and 
implementation of various strategies, development policies, 
plans, and programmes. 
In Malaysia, the focus of SME development has been emphasized 
in the five-year national development plans. From the First 
Malaysia Plan (1966-1970) to the Tenth Malaysia Plan (201 1- 
2015), various efforts have been undertaken to help develop 
SMEs in the country. The purpose of this paper is to provide 
some insights into the efforts taken since the First Malaysia 
Plan. Toward this end, the paper is organized as follows. In 
the following section, the paper explains the new definitions of 
SMEs and the business segments they are involved in. Next, the 
third section discusses the importance of SMEs in the national 
economy. The fourth section highlights briefly the focus of SME 
development as emphasized in each of the five-year Malaysia 
Plans. Finally, the fifth section presents a short conclusion of 
the paper. 
Definitions of SMEs in Malaysia 
Previously, small and medium-sized enterprises (SMEs) in 
Malaysia have been defined in many different ways. Over the 
years, various definitions were introduced to classify small 
and medium-sized enterprises in the local context. Most of the 
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definitions used fixed quantitative criteria such as the number of 
employees, amount of capital, amount of assets, and sales turnover 
to define SMEs. 
For instance, in 1996, the former Small and Medium-sized 
Industry Development Corporation (SMIDEC) categorized SMEs 
by using the number of employees and the amount of paid-up 
capital. According to the SMIDEC, SMEs include the following: 
Small-sized business is "an enterprise with a paid-up capital 
of less than RM500,000 and employs full time employees 
not exceeding 50 persons." 
Medium-sized business is "an enterprise with a paid-up 
capital of RM500,001 to RM2.5 million and employs full 
time employees of between 51 to 75 persons." 
However, in recognizing the limitations of previous definitions of 
SMEs, in January 1998, the Ministry of International Trade and 
Industry (MITI) redefined SMEs by using number of employees 
and annual turnover. Based on these two criteria, MITI defined 
SMEs in the manufacturing sector as follows: 
A small-scale firm is a company "with less than 50 full- 
time employees, and with an annual turnover of not 
more than RMlO million." 
A medium-scale enterprise is a company "with between 
5 1 and 150 employees, and with an annual turnover of 
between RMlO million and RM25 million." 
The Malaysian government established the National SME 
Development Council (NSDC) in June 2004. The NSDC acts 
as the highest policy-making body to SMEs in the country. 
The Council formulates national policies, strategies, assistance 
programmes to assist the development and growth of SMEs. 
In addition, the Council has also decided to introduce common 
standard befinitions of SMEs. 
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In June 2005, the NSDC approved the standard definitions of 
SMEs in the country. The Council established the standard 
definitions based on sales turnover and the number of employees. 
By adopting the two quantitative criteria, the NSDC reclassified 
SMEs into micro, small and medium as well as matched them 
to the general categories of industries. Table 1.1 presents the 
standard definitions of SMEs according to different industries 
as approved by the National SME Development Council. 
Table 1 .1 
Dejinitions of SMEs Approved by the National SME Development 
Council 
Industry Micro Small 
Manufacturing, Sales turnover Sales turnover 
manufacturing- of less than of between 
related services, FU4250,OOO RM250,OOO and 
and agro-based or 5 full time less than RMlO 
industries employees. million or 5 to 
50 full- time 
Medium 
Sales turnover of 
between lUvl1O 
to RM25 million 
or 51 to 150 full- 
time employees 
employees 
Services, primary Sales turnover Sales tumover Sales turnover 
agriculture, and of less than of between of between RM 
information and RMRM200,OOO RM200,OOO and 1 million to 
communication or less than l7M 1 million or RMSmillion or 
technology 5 full-time 5 to 19 full-time 20 to 50 full- 
employees employees time employees. 
SMEs Business Segments 
In Malaysia, the business activities of SMEs are driven by factors 
such as politics, economy, social, technology and industrialization. 
In the beginning, small businesses were mainly found in the 
agriculture and retailing sectors. These firms focused on activities 
such as the production of agricultural and natural products, and 
general business such as wholesaling, retailing, and restaurants. 
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However, as the country progressed, these firms expanded their 
business activities into other business areas such as manufacturing, 
construction and services. 
Today, SMEs not only represent a large portion of the total 
number of businesses in the Malaysian economy but they are 
also found in a various industries in different business segments. 
Although SMEs can be found in almost all industries, their nature 
and importance vary from industry to industry. In general, the 
Malaysian SMEs can be found in four broad business segments. 
These segments include production of basic raw materials, 
agriculture, manufacturing, and general business services. 
Producers of Raw Materials 
Some small firms in this areaofbusinessextractraw materials from 
the earth, while others produce raw materials and sell the materials 
to manufacturing or refining firms. The activities of these small 
firms include processing and production of basic raw materials 
such as raw food, textile, chemicals, rubber, plastic, metallic and 
non-metallic materials. Some timber companies, quarries, sand 
and gravel companies can be classified in this business segment. 
Agriculture 
In this business segment, small agriculture firms come in different 
sizes and produce various types of plant-based and animal-based 
foods. In agriculture, small companies are involved as agricultural 
producers of plant-based products such as rubber, rice, oil palm, 
coconuts, cocoa, pepper, tobacco, sea-weed, fruits, tapioca, sweet 
potatoes, yam, sugar cane, flowers, herbs and vegetables. As 
producers of animal-based foods, small firms are involved with 
chicken, duck, quail, ostrich and turkey hatcheries, bird nest, fish, 
prawn, oyfter, clam, cockles, and small-scale cattle, deer, goat and 
sheep ranches. 
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Manufacturing 
h 
In the manufacturing sector, small firms are involved in the 
activities of converting raw materials and assembling components 
into consumer and industrial products. These include bakeries, 
ice cubes, cement products, leather factories, toy factories, 
shoe factories, clothing- manufacturing factories, furniture 
manufacturing plants, job-printing shops, wood processing, soft 
drink bottling, food processing, small machine shops, ironworks, 
ready-mixed concrete plants, fertilizer plants, rubber glove plants, 
plastic bags and paper box manufacturing plants, and more 
recently, electrical and electronic appliances and components. 
Business Services 
The number of SMEs in the services sector is also increasing 
rapidly. Small companies that operate in this area of business 
comprise those involved with construction, wholesaling, retailing, 
transport and storage, business services (such as courier services, 
legal services, accounting firms, advertising agencies, private 
employment agencies, secretarial, tax, management and financial 
consultants), personal services (such as barber and beauty shops, 
health clinics, pharmacies, tailor shops, laundries, photographic 
studios, insurance agencies, and travel agencies) repair and 
maintenance services (such as automobile and motorcycle 
repair, computers, cell phones, electrical and electronics repair, 
plumbing, upholstery and furniture repair, cleaning) entertainment 
and recreation services (bowling alleys, futsal courts, cinemas, 
amusement parks, cyber cafes), and providing services such as in 
hotel and restaurant businesses. 
Importance of SMEs in the Malaysian Economy 
Small and medium-sized enterprises (SMEs) account for a 
majority of the total number of enterprises in the country. As 
the majority of the business community, SMEs unquestionably 
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form a vital component as well as contribute to the national 
economy. Collectively, their economic contributions are almost as 
significant as those of the larger enterprises. Although these firms 
may not match the resources and capabilities of larger companies, 
they are known to provide various benefits to the economy. 
Among these are providing new jobs, introducing innovations, 
stimulating competition, assisting big companies, and in certain 
cases producing goods and services more efficiently as well as 
effectively than the bigger companies. 
The impact of SMEs on the Malaysian economy can also be seen 
from various other economic aspects such as the production of 
goods and services, income generation, and the increment in the 
amount of exports of SMEs-manufactured products. In addition 
to their large numbers and employment opportunities in the 
manufacturing sector, the Malaysian SMEs contribute to the 
total savings in the economy, assist in income distribution, and 
also serve as a useful training ground for industrial workers and 
entrepreneurs. 
Furthermore, an increasing number of SMEs are performing 
various functions for large companies in Malaysia. Over the 
years, they have played a significant role as supporting firms 
to large manufacturers in industries such as automotive, wood, 
engineering, electrical and electronics. Since the 1980s, the 
government has made various attempts to link the SMEs with the 
large firms. 
The government has been actively promoting the linkages 
between the SMEs and the large firms through the former 
Entrepreneur and Cooperatives Development Ministry and the 
Ministry of International Trade and Industry. Programmes such 
as the Franchise Development Program, the Vendor Development 
Programme, the Industrial Linkage Programme, and the Global 
Supplier Program were introduced to develop and encourage 
more loci1 SMEs to become buyers as well as vendors to the large 
companies. 
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As an example, under the Vendor Development Programme, a 
significant number of small businesses has been developed as 
vendors in different industries in the m a n u f a c q g  sector. The 
figures indicate that in the year 2000 alone, more than 250 SMEs 
have been converted into vendors in at least 10 different industries 
in the manufacturing sector. Over the years, the total number of 
vendors has been increasing steadily under the Programme. 
In addition, growing numbers of large local corporations and 
multinational companies are increasing their participation as 
anchor companies under this programme as well. 
Development of SMEs in the Malaysia Plans 
Undoubtedly, small and medium-sized enterprises (SMEs) make 
various social and economic contributions to the Malaysian 
economy. As a developing nation, the Malaysian government 
believes that by emphasizing the development of SMEs, it will be 
able to reduce the problems of unemployment, increase the rate 
of growth of real per capita income, balance income distribution, 
and improve economic as well as political stability. 
The role of the Malaysian government in developing sustainable 
SMEs has been flourishing for many years. The government's 
commitment, involvement and emphasis on developing SMEs 
can been seen in its national economic policies and development 
plans. More specifically, the focus of SME development has 
been emphasized in the country's five-year national development 
plans (known as the Malaysia Plans). From the First Malaysia 
Plan (1966-1970) to the Tenth Malaysia Plan (2011-2015), 
various efforts have been undertaken to help develop SMEs in 
the country. The following section explains briefly the focus of 
the development of SMEs as emphasized in each of the Malaysia 
Plans. 
Under the First Malaysia Plan (1966 to 1970), the government 
initiated an attempt to allocate 30% of the economic equity to 
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the bumiputras to help increase their participation in the various 
business activities in the Malaysian economy. In the First Malaysia 
Plan, the government also intended to assist SMEs overcome their 
problems that are related to financing. More specifically, these 
financial problems involved SMEs not having enough capital and 
the difficulty in getting external financing. 
The focus on developing SMEs expanded in the Second Malaysia 
Plan (1 97 1 to 1975). In an effort to reduce poverty among the 
bumiputras, the government formulated and implemented the 
New Economic Policy (NEP) under the Second Plan. Through 
the introduction of the NEP, the Malaysian government attempted 
to further promote and assist the development and growth of 
SMEs, particularly those owned by the bumiputras. The specific 
objectives of the NEP included the following: 
1. To develop entrepreneurship among the bumiputras. 
2. To increase production, employment and to ensure higher 
income for the biggest and the poorest segment of the 
population. 
3. To achieve regional dispersion of businesses and industrial 
activities in order to secure better use of the natural 
resources. 
When the government introduced the Third Malaysia Plan (1976 
to 1980), small and medium-sized enterprises were viewed as an 
important training ground for future entrepreneurs. In the Third 
Plan, the development of SMEs was perceived not only as a 
means for restructuring the racial economic imbalance between 
the bumiputras and the non-bumiputras, but it was also seen as a 
way to mobilize the private savings of the middle-income class 
for investment in industrial ventures. 
The government further acknowledged and reemphasized the 
important roles played by the SMEs in the national economy 
in the ~ 6 ~ 1 t h  Malaysia Plan (198 1 to 1985). In the Fourth Plan, 
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the focus of developing SMEs was expanded further to include 
training, savings, mobilization of resources, entrepreneurship 
development and inter-industry linkages. More specifically, 
in June 1981, the government established the Small Enterprise 
Division in the Ministry of Trade and Industry (MITI) to help and 
coordinate the activities of SMEs. In addition, by the end of 198 1, 
the government created the Division of Small-scale Industry in the 
Ministry of National and Rural Development to assist the SMEs 
in the manufacturing sector. 
IntheFifth MalaysiaPlan (1 986 to 1990) ,the government attempted 
to restructure the local manufacturing sector from domestic- 
oriented to export-oriented. During this period, the government 
emphasized on programmes of expansion, improvement and the 
modernization of SMEs. Among the initiatives taken to assist 
the SMEs in the Fifth Plan were the introduction of incentive 
systems, research and development, and the strengthening of the 
agencies responsible for providing assistance programmes to the 
manufacturing sector. 
By the time the Sixth Malaysia Plan (1991 to 1995) was 
introduced, the government had recognized SMEs as a potential 
source of domestic investment. As a result of this recognition, 
in the Sixth Malaysia Plan, the government expected SMEs to 
increase their investment in the economy. During the Sixth Plan, 
the government projected that investment from SMEs would 
amount to about RM48 billion. In addition, the Sixth Malaysia 
Plan also emphasized on encouraging SMEs to increase their 
exporting activities by assisting them to venture into foreign 
markets, idenaing the potential gateways and establishing 
offshore distribution centers. 
The development and growth of SMEs were further accelerated in 
the Seventh Malaysia Plan (1996 to 2000). New plans, incentives 
and programmes were proposed in the Seventh Plan. These 
included encouraging more SMEs to venture into high technology 
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industries, introducing further tax cuts, developing efficient 
operations and upgrading the standards of health and safety. These 
measures were introduced to help speed up their development 
in the economy. By this time, the government had also initiated 
an attempt to transform the manufacturing sector into a more 
dynamic and advanced economic segment. The transformation 
of the manufacturing sector involved increasing the number of 
SME investment in high value-added, capital intensive, high 
technology, skills and knowledge-intensive industries. 
A budget of RM2.5 billion was allocated by the government to 
support the industrial development proposed in the Seventh Plan. 
Of the RM2.5 billion budget, RM551 million was assigned for 
the development of industrial estates. Another RM546.9 million 
were also spent towards developing SMEs. The strategies and 
programmes for developing SME included the further expansion 
and upgrading of the SME business activities in various aspects. 
More specifically, in the Seventh Plan, the government expected 
SMEs to produce as much as RM120 billion worth of output by 
the year 2020 or contribute 50% of the total production in the 
manufacturing sector. In addition to the manufacturing sector, 
the government also emphasized construction and tourism as the 
two other important sectors for SMEs to venture into during this 
period. 
During the Eighth Malaysia Plan (2001-2005), through various 
assistance programmes, the government encouraged and 
promoted SMEs to diversify their business activities into different 
industries. The government also introduced the Small and Medium 
Industry Development Plan (SMIDP) in the Eighth Plan. The 
government believed that the SMIDP could help to provide the 
important linkage in developing a broad-based and more globally 
competitive industrial sector. 
More importantly, the purpose of introducing the SMIDP in the 
Eighth !Plan was to help convert traditionally labour-intensive 
SMEs into more capital intensive, more knowledge-based and 
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technology driven firms. By converting the SMEs into more 
advanced firms, the government hoped to create moTe innovative 
and competitive SMEs that are capable of designing as well as 
developing new products, services and process. 
In addition to the attempt to convert SMEs into more advanced 
firms, the government encouraged more small firms to venture into 
the information and communication technology (ICT) industry. In 
the Eighth Plan, the Ministry of International Trade and Industry 
(MITI) and its agencies provided SMEs with various assistance 
programmes such as incentives and loan (or matching) grants to 
encourage these firms to acquire new technology, internet-based 
enterprise resource planning (Em) applications, design upgrading 
skills as well as embarked on e-commerce ventures. 
Under the more recent Ninth Malaysia Plan (2006-2010), the 
government planned to develop local SMEs into high performance 
and resilient firms. The main focus of SME development in the 
Ninth Plan was to increase their innovativeness. In the Ninth Plan, 
the government planned to build the innovativeness of SME by 
strengthening their technical expertise, managerial capability, 
business skills, creative capacity and capability. 
As local SMEs became more innovative, the government expected 
these firms to produce more innovative products and services. At 
the same time, the government hoped these firms would be able 
to contribute to the global supply chain as well as increase their 
participation in global outsourcing. Under the Ninth Malaysia 
Plan, the government allocated a sum of RM2.2 billion to develop 
innovation-driven SMEs as well as to help them participate in 
the global marketplace. In addition, a sum of RM11.4 billion was 
set aside to develop and modernize the SMEs in the agricultural 
sector. 
In the 2010 Budget announced on October 23, 2009, the 
government determined some specific measures to further assist 
SMEs expand their business activities in new areas of growth in 
the agriculture and services industries. In the case of SMEs in 
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the agriculture industry, the government plans to increase their 
participation through the following specific actions: 
Modernize the aquaculture industry and implement 
entrepreneurship training schemesfor aquaculture breeders 
which are expected to benefit 1,150 participants. 
Develop food farming industry such as fruits, vegetables, 
and organic farming. 
Develop basic infrastructure for livestock farms, and 
establish supply chains for production of beef and 
mutton. 
Implement incubation programmes for agro-entrepreneurs 
under the Ministry of Agriculture, Ministry of Youth and 
Sports, Universiti Pertanian Malaysia, Agrobank and 
Regional Economic Comdors. 
Establish a consortium between the Land Consolidation 
and Rehabilitation Authority (FELCRA), the Federal 
Land and Development Authority (FELDA) and the 
Rubber Industry Small Holders Development Authority 
(RISDA) with a paid-up capital of RM300 million to 
implement various high impact projects in downstream 
and upstream industries. 
Provide RM2 billion subsidies, incentives and assistance 
to safeguard farmers and fishermen. 
Provide RM 1.09 billion incentives and subsidies for paddy 
farmers including price subsidies (RM400 million) and 
fertilizer subsidies (RM300 million) and other incentives 
(RM390 million). 
As for the SMEs in the services industry, the government 
proposed the following specific measures: 
Establish a RM200 million Creative Industry Fund to 
finance films, animation and local content development 
under Bank Simpanan Nasional. 
Upgrade infrastructure in tourism centers nationwide to 
'encourage eco-tourism and homestay holidays. 
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Apart from the intended assistance to the businesses in the 
agriculture and services industries, the governme& planned to 
continue with its efforts to assist SMEs in all the other business 
sectors. The government will help the other SMEs in terms of 
financing, infrastructure and capacity building. The specific 
measures to be taken in these three areas of assistance include: 
1. Additional financial assistance that include: 
Providing soft loans amounting to RM1.5 billion for 
companies that supply and utilize green technology 
under the National Green Technology Centre, with 
effect from 1 Jan 2010, which will benefit 140 
companies. 
Providing additional allocation of RM200 million 
under the TEKUN Scheme (including RM20 million for 
Indian SMEs). 
Establishing a micro insurance and takaful coverage for 
small businesses with a minimum premium of RM20 
per month for coverage ranging from RM10,OOO to 
RM20,ooo. 
Improving the approval for micro financing schemes 
by financial institutions to an average of 6 days and 
disbursement of funds to an average of 4 days. 
Expanding the Ar-Rahnu Scheme currently offered by 
Bank Rakyat to Bank Muamalat and Bank Islam. 
Providing RM200 million of soft loans under the SME 
Corporation Malaysia. 
2. Increasing the infrastructure to assist SMEs through the 
following measures: 
Providing RM57 million to SME Bank among others to 
establish business premises for SMEs. 
Providing RM30 million fund to establish 300 units of 
Kedai Desa nationwide under the Urban Development 
Authority (UDA). 
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Providing SMEs with tax deduction on expenses incurred 
in the registration of patents and trademarks in the 
country. 
CorporatizingtheHalalIndustryDevelopmentCorporation 
(HDC) as an agency under the Ministry of International 
Trade and Industry (MITI) and implementing an action 
plan for the development of the Halal Industry. 
Upgrading air cargo facilities for export of perishable 
agricultural products by MASKargo. 
Extending the implementation of MyCoID, which 
is a single reference number of a company, to more 
Government Agencies with effect from early 2010. 
3.  Building the capacity of the SMEs by providing the following: 
An allocation of RM548 million for skills upgrading 
under MARA and State skills development centers for 
industrial training programmes (technical, hospitality, 
culinary & furniture). 
Skills training (including entrepreneurship programme 
for more than 3,000 women) and micro-credit facilities 
(Skim Pembangunan Kesejahteraan Rakyat). 
An allocate of RMlOO million for capacity enhancement 
and RM50 million for branding and promotion under 
SME Corporation Malaysia. 
As far as the Tenth Malaysia Plan (201 1-2015) is concerned, 
the Malaysian government has already indicated its intention 
and commitment continue supporting the development as well 
as the growth of SMEs in the country. One important focus on 
developing SMEs in the Tenth Plan involves increasing the number 
of SMEs that are going to be more innovative and competitive 
locally, regionally as well as globally. During the Tenth Plan, the 
government also intends to relax some of the business regulations 
that are found to be unfavourable and unfriendly to small 
businessks. In addition, the government plans to offer additional 
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training programmes, further encourage as well as stimulate 
entrepreneurship, and improve the financing facilities available to 
SMEs (The Star, June 1 1 ,20 10). 
CONCLUSION 
This paper attempted to provide some insights into the 
development of SMEs in the Malaysian economy as documented 
in the First Malaysia Plan (1966-1970) through the Tenth 
Malaysia Plan (2010-2015). In the first part, the paper explained 
the new definitions of SMEs, the business segments in which they 
are found, and their significant role in the Malaysian economy. 
Following this, in the second part, the paper briefly explained the 
focus of their development as emphasized in each of the Malaysia 
Plans. 
In summary, the review of the Malaysia Plans seems to suggest 
that the interest of the government in developing and expanding 
the growth of SMEs has been flourishing for many years. The 
government's commitment and involvement with SMEs can be 
seen since the First Malaysia Plan (1966-1970) was introduced. 
Throughout the ten Malaysia Plans, the government has 
continuously attempted to identify and seek various resources to 
assist not only in their development and growth but also to ensure 
that they would be successful in their operations as well as in their 
various business ventures. 
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